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At a July 27 news conference in Washington, Brazilian Finance Minister Luis Carlos Bresser Pereira
said that if Brazil resumes interest payments on nearly $70 billion worth of foreign commercial bank
debt, the country would suspend them again if its foreign exchange reserves fell too low. Bresser
Pereira was in the US for preliminary discussions about restructuring the debt to reduce repayment
burdens, and borrowing $7.2 billion from commercial banks at a zero spread rate over the next year
and a half. Major US banks recently reported huge losses in the second quarter as a result of setting
aside reserves to cover possible writeoffs of Brazilian and other foreign loans.
Brazil's suspension of debt payments in February caused the banks to act. US government officials
said they were disappointed with Bresser Pereira's proposals because they did not include a promise
to keep making the payments. Bresser Pereira said officials and private bankers with whom he has
met recently believe the negotiations will be made more difficult by Brazil's insistence on dealing
with the bankers without having concluded an agreement with the International Monetary Fund
(IMF) setting targets for his country's economic performance. Fierce political opposition to the IMF
led by the majority Brazilian Democratic Movement Party (PMDB) has developed in Brazil, mainly
in regard to its perceived economic austerity recommendations.
Brasilia is presently cooperating in an annual IMF evaluation of how its economic policies are
affecting its balance of payments and the cruzado exchange rate. With a new set of economic
policies, including a recently adopted wage-price freeze, Brazil reportedly expects the IMF
evaluation to encourage a group of creditor governments to agree to restructure about $1 billion
worth of debt, on which interest payments are not being made. The Brazilian negotiators apparently
plan to share the IMF conclusions with the banks with which it is negotiating as an alternative to a
full-fledged IMF agreement with a set of economic targets.
The finance minister, who met with Treasury Secretary James Baker, Federal Reserve Chairman
Paul Volcker, IMF Managing Director Michel Camdessus and World Bank President Barber Conable
among others, said the new economic policies are bearing fruit. Inflation is now about 2.8%, far less
than earlier in the year, he said.
Lower-level officials will be in the United States next month for "informal consultations" with
private bank executives, with more formal negotiations to begin in September, Bresser Pereira said.
Bresser Pereira said he hopes they can be concluded before the latter part of October, when the
banks would again face a deadline for deciding whether to add another increment to their loan
loss reserves. The request for $7.2 billion in new monies covering Brazil's external financing needs
for 1987 and 1988 came at a July 24 meeting in New York between Bresser Pereira and chairmen of
major banks, including Bank of America, Chemical Bank, Bankers Trust, Manufacturers Hanover
and Chase Manhattan. That meeting was Bresser Pereira's first formal one with bankers since
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the February suspension of interest payments on some $68 billion in foreign debt. It also marked
the new finance minister's debut in the US, whose predecessor Dilson Funaro, resigned after his
economic adjustment program collapsed with a renewed burst of hyper-inflation.
In an interview with the NEW YORK TIMES, Bresser Pereira said he presented the bankers with a
new economic program for Brazil that projects 5% growth this year and 6% in 1988. To finance such
growth according to Brasilia, the banks would need to provide $4.3 billion in new money in 1987
and $2.9 billion in 1988. But the minister argued that the Brazilian economy was still in such disarray
that the banks should be willing to provide the new money at greatly reduced interest. Although
the request could be the Brazilians' opening bid for easy terms, it indicated that they would be
bargaining hard. "If the banks already have a 40% discount on their existing loans, why can't they
give us a zero spread," Bresser Pereira asked. (The spread is the premium paid to banks above the
LIBOR, or London's inter-bank interest rate.) He said Brazil still declined to have an agreement with
the IMF as a prerequisite for new bank money.
What Brazil specifically opposes, the minister said, are so-called cross-default clauses, under which
a country that defaults on its IMF agreement is automatically declared in default on its bank loans.
Bresser Pereira said Brazil would agree to an IMF economic program after receiving the bank
money. For their part, the bankers were most interested in knowing when the Brazilians would
resume interest payments. The suspension has cost the banks billions in forgone interest income,
reducing their profits and cutting into bank officers' bonuses. But Bresser Pereira indicated that no
interest would be paid until an agreement on the new money was completed. And talks aimed at
disbursing that new money ar not scheduled to start until September. "Our reserves are still small,"
Bresser Pereira said. "They are improving, but they are still very small." He said that, under his
economic plan, reserves would drop to $3.5 billion at the end of this year, from a peak of $8 billion.
(Basic data from WASHINGTON POST, NEW YORK TIMES, 07/28/87)
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